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ANNUAL GENERAL MEETING OF SHAREHOLDERS 


WaveForm Energy Ltd.’s annual meeting of shareholders will be held Tuesday, June 21, 2005, 
at 9:00 a.m. in the WaveForm Energy Boardroom. Alll shareholders are invited to attend. 


WaveForm Energy is a junior oil and gas company 
focused on exploration and development of oil 
and natural gas in western Canada. Our growth 
plan is unique as it involves focusing on a resource 


play that has the potential to provide repeatable © 


and highly economic growth in one of the most 
attractive new areas of exploration. 


In 2004, WaveForm initiated an exploration 
program in southeast Saskatchewan witha particular 
emphasis on exploration of the Bakken Formation 
in the Tableland area of southeast Saskatchewan. 
WaveForm currently has an undeveloped land base 
of 26,880 net acres and is operator of the project. 
WaveForm could potentially drill up to 100 oil wells 
in the Bakken Formation, with reserves potential per 
well of at least 400,000 bbls. Comparable wells in 
the United States have initial production of 500 
to 800 bbls/d, and then decline and stabilize at 
250 bbls/d with little or no associated water. 
WaveForm has now drilled two wells in the 
Bakken Formation and is completing both wells for 
production. 


WaveForm holds the exclusive Canadian rights to the 
innovative Event Resolution Imaging™ (ERI) seismic 
technology. Using this proprietary technology, 
existing seismic data can be analyzed within mature 
exploration areas to identify missed pools or drilling 
locations. The utilization of this technology has been 
credited with successful oil and gas discoveries in the 
United States and WaveForm is currently evaluating 
opportunities in Canada. 
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To the shareholders of WaveForm Energy, 


WaveForm had an active 2004 assembling a team, a land base, 
a proprietary technology and the capital to establish WaveForm 
as a unique and exciting junior petroleum and natural gas 
company. Our growth plan is unique as it involves focusing on 
a resource play that has the potential to provide repeatable and 
highly economic growth in one of the most attractive new areas of 
exploration. It also involves leveraging our proprietary technology 
to identify drilling opportunities throughout western Canada and 
entering into joint venture agreements with industry partners. 


We can be quite pleased with our success to date in developing 
a unique and exciting opportunity for our shareholders. We 
have come a long way since actively starting in February of 
2004 as a limited partnership. In the last year we raised initial 
funds, purchased a substantial amount of land in southeast 
Saskatchewan, secured exclusivity rights in Canada for 
Event Resolution Imaging™ seismic technology ("ERI seismic 
technology"), established a strong cash position through an 
equity issuance and built a team of highly skilled and experienced 
professionals with the specific expertise required for our core 
area. The culmination of the 2004 efforts occurred on December 
22, 2004 when we closed our initial public offering and 
consolidated the WaveForm assets into the Public Company. 


WaveForm has an exciting and very unique opportunity having 
obtained a 65 percent working interest in 46 sections of land in an 
areawerefertoas TablelandinsoutheastSaskatchewan. WaveForm 


March 2004 


@ Initiated agreement with joint venture 


WAVEFORM ENERGY 


Historical Timeline 
Saskatchewan 


partner and started acquiring lands in 


is the operator for the properties that are highly prospective 
for the light, sweet oil-bearing Bakken Formation. This formation 
has proved up considerable oil reserves and production just 
south of the border in Richland County, Montana, in parts of 
North Dakota and also in Canada. We have a large land base 
with potentially more than 100 drilling locations targeting the 
Upper Bakken Shale alone, and multi-zone potential in one of 
the most lucrative and exciting new areas in North America. 
Government officials, industry observers and exploration 
companies alike have all touted the Bakken Formation in southeast 
Saskatchewan as an enormous exploration target which has the 
potential to be one of the greatest untapped resource plays within 
the Williston Basin. 


The potential for WaveForm’s lands is exciting for our team and 
our shareholders, as this can be more appropriately described as 
a potentially basin wide resource play, and not just as isolated 
pools like most current discoveries. The formation spreads over a 
vast geographic area, reaching across the Canada/United States 
border from Montana and North Dakota and well into southeast 
Saskatchewan up into Townships 7 and 8. Logging data obtained 
from wells drilled in the neighbouring areas south of the border, 
which are in the high resistivity feature of the shale, or the "sweet 
spot", is virtually identical to WaveForm’s properties. Horizontal 
wells that have successfully tapped into the Bakken Formation in 
the sweet spot typically have initial production of 500 to 800 
barrels per day. These initial rates decline and stabilize over time 


August 2004 


¢ Obtained Canadian licensing 
agreement for ‘Event Resolution 
Imaging’ with Seismic Insight 


¢ Formed plan to incorporate into a 
public entity 


December 2003 
¢ Set up WaveForm Energy Limited 


Partnership, founded by Don Rae and 
Mike Little 


* Started raising initial funds in the 
Partnership 


July 2004 


¢ Finalized joint venture agreement 
securing rights to lands in southeast 
Saskatchewan 


to approximately 250 barrels per day. On similar lands in the 
sweet spot, the Bakken Formation has between 700,000 and 
900,000 barrels of estimated recoverable reserves per section. 
The Bakken Formation is present across the entire spread of 
our existing lands and we expect similar production rates and 
reserves on our lands. 


The Tableland lands also possess multiple zone production 
capabilities. While our initial wells were drilled targeting the 
Upper Bakken Shale, there is also a Lower Bakken Shale which 
exhibits the same characteristics. This Lower Bakken Shale is 
generally not present on the lands in Richland County, Montana 
and is an opportunity geographically focused in southeast 
Saskatchewan where WaveForm has its land base. The Lower 
Bakken Shale has the same attractive properties as the Upper 
Bakken Shale which makes this an exciting secondary prospect 
for exploration that could potentially double the production 
capacity and reserve base of our lands. There also exists 
shallower and more conventional prospects that have already 
led to multiple wells by other companies along the perimeter of 
our lands. We are planning to explore the multi-zone potential 
further in the spring of 2005 by drilling a vertical test well 
to evaluate and potentially produce from other zones on our 
existing lands. The multi-zone potential of Tableland allows us to 
keep geographically focused while decreasing our risk through 
exposure to different play types, depths and formations. 


Waveform has the exclusive Canadian rights to the patented 
ERI seismic technology. This seismic interpretation technology 
provides us a unique tool to analyze hundreds of square miles 
of 3D seismic in a short period of time and identify missed 
hydrocarbon pools and reservoirs. This technology has shown 
to be successful within the United States and provides us with an 
opportunity to find further core areas, as well as an advantage 
over our competitors when trying to farm in to lucrative 
opportunities. WaveForm has currently obtained, as part of an 
exploratory drilling joint venture, a 74 square mile 3D seismic 
survey in a prospective area in northwest Alberta. WaveForm 
will continue to look for opportunities to partner and develop 
other areas. 


November 2004 


© Hired Clifford Hogstead as 
Vice President, Drilling and 
Completions 


October 2004 December 2004 


* Participated in large Crown land sale 
in southeast Saskatchewan 


public offering 


¢ Hired Dean Potter as Manager of 
Exploration 


© Raised $10.6 million through initial 


¢ Acquired assets of partnership 


The team at WaveForm has been assembled to bring expertise 


that will help us realize the potential of our Bakken Formation 
resource play while leveraging our technology for exploration of 
other areas. Clifford Hogstead and | bring decades of expertise in 
horizontal drilling and completion methods. Dean Potter and Ben 
Urlwin, both holding a M.Sc. Geology, combine geological theory 
with practical experience from their success in senior positions 
with previous companies. Mike Little has substantial experience in 
leading and building publicly-traded companies while also being 
an expert in seismic services. Daniel Hay, our new CFO, brings 
expertise in public company compliance, and corporate finance. 
With 132 combined years of experience in the industry, this team 
has already shown how quickly it can work together to produce 
tangible results for our shareholders. Over the next year, our team 
expects to show continued success from the exploitation of our 
exciting land base and technology platform. 


WaveForm has a highly experienced team in place with skills 
specifically suited for our core area, proprietary rights to seismic 
imaging technology giving us a competitive advantage, a 
strong cash position and a dominant land position covering 46 
sections of the most prospective region for the oil-bearing Bakken 
Formation. While maintaining its interest in the core of our land 
base, WaveForm is evaluating potential joint ventures to establish 
the play on the outer boundaries of our land holdings. We have 
an exciting and unique opportunity and we are prepared to grow 
quickly and strategically in 2005. 


On behalf of the Board of Directors, 


Don Rae 


President and CEO 
April 14, 2005 
Calgary, Alberta 


January 2005 
¢ Hired Ben Urlwin as Senior Geologist 


¢ Began drilling first well in southeast 
Saskatchewan 


February 2005 


¢ Hired Daniel Hay as Chief Financial 
Officer 


¢ Began drilling second well 


© Negotiated a joint venture whereby 
WaveForm gained access to 74 
square mile 3D in northwest Alberta 


WAVEFORM ENERGY ANNUAL REPORT 2004. 


OPERATIONS REVIEW 


Bakken Formation Play, Southeast Saskatchewan 


Recent advancements in horizontal drilling and fracture stimulation of the Bakken Formation has uncovered a regional 
resource play within the Williston Basin. Regional thermal maturation studies confirm the Bakken Shale as the most 
significant hydrocarbon source in the Williston Basin, the majority of which has not migrated and still resides in the 
mature shale. In the last five years, horizontal drilling of the Upper Bakken Shale and Middle Bakken Sand in the Elm 
Coulee pool in Richland County, Montana has proven that oil and gas reserves can be recovered economically from 
these mature source rocks. Based upon the successful development in the Elm Coulee pool since 1999, the Bakken 
Shale horizontal -drilling play has expanded eastwards into North Dakota, and northwards across the border into 
southeast Saskatchewan (Figure 1,2). WaveForm Energy has initiated an exploration drilling program in the area of 
most significant potential in southeastern Saskatchewan to establish its land base as a high impact resource play. 


WAVEFORM LAND POSITION AND OPPORTUNITY 


Based upon the successful development of the Bakken Formation in the Elm Coulee pool, Richland County, Montana, 
Waveform recognized comparable potential for horizontal development of the Upper and Lower Bakken Shales in the 
Tableland area of southeast Saskatchewan ( Figure 1). WaveForm Energy currently holds a 65 percent working interest 
in 26,880 acres of Crown and freehold land in this area along the US/Canada border in Townships 1 and 2; Ranges 8 
to 11W2M (Figure 1,2). To date, WaveForm has drilled two horizontal wells in the Bakken Sand and will be performing 


fracture stimulations on each well to access oil and gas in the overlying thermally mature Bakken Shale. WaveForm plans 
to drill up to four Bakken oil wells per section (640 acres), depending upon initial drilling success. US operators have 
been successfully drilling and completing the Bakken Formation immediately south of WaveForm’s Tableland acreage in 
Divide County and beyond in Williams and McKenzie Counties, North Dakota (Figure 1). 


Figure 1: Distribution of Upper Bakken 
Shale source rock in the Williston Basin, in evra 
Canada and the USA. Within the central 
area in darker green, the Upper Bakken 
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Waveform Tableland prospect acreage lies 
within the black rectangle area along the 
US/Canada border in Saskatchewan. 
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The Bakken Formation in the Tableland area of southeastern Saskatchewan lies upon a Devonian age upper Sanish Sand 
of the Three Forks Formation (Figure 3). The Lower Bakken Shale lies directly upon the Three Forks Unconformity, overlain 
in turn by the Middle Bakken Member and Upper Bakken Shale. The organic-rich Bakken Shales have proven to be the 
richest oil and gas source rocks in the Williston Basin, with up to 14 percent total organic carbon. In the thermally mature 
areas of the Williston Basin (Figure 2), the Bakken Shales exhibit anomalously high resistivity log responses (Figure 3,4), 
reflecting oil saturation within the over-pressured shales. Although the Bakken Shales have sourced billions of barrels 
of light oil and natural gas, regional migration of hydrocarbons from the deep source to shallower Bakken pools is 
insignificant. In Saskatchewan, light oil sourced in the Bakken Shale has migrated to shallower pools at Roncott and 
Rocanville in Saskatchewan, and the Daly pool in Manitoba (Figure 1). In North Dakota, the most significant Bakken/ 
Three Forks development prior to discovery of Elm Coulee pool was seen in the Antelope, Tioga and Bicentennial pools 
(Figure 1). Prior to the discovery of the Elm Coulee pool, all existing Bakken pools in the Williston Basin had been 
developed in porous Bakken sands using vertical wells. Without modern horizontal drilling and fracture stimulation 
technology, the billions of barrels of oil and gas held in mature Bakken Shales could not be economically recovered. 


The mature Bakken Shale seen in the deeper US portion of the Williston Basin extends into the Tableland area of 
Saskatchewan (Township 1-3, Range 8-11W2M) (Figure 2). Log resistivity of the Bakken Shale is very high in this area 
(1000 to 20,000 ohms; Figure 3,4), reflecting large quantities of oil and gas held in microfractures in the source rock. 
Outside of the high resistivity envelope, the shale resistivity drops to less than 300 ohms. All of the WaveForm acreage 
lies within the high resistivity Bakken Shale envelope. The limited distribution of high resistivity mature Bakken Shale in 
southeastern Saskatchewan, combined with a narrow Middle Bakken Sand depositional trend from the Tioga pool in North 
Dakota to the Weyburn pool in Saskatchewan, offers an area of prime exploration potential within Canada (Figure 2). 
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Figure 2: The Waveform Tableland prospect in southeastern Saskatchewan lies upon a thick Middle Bakken Sand development (area shaded in 
green), and within the limits of thermally mature high resistivity Bakken Shale (area in black cross—hatch). Based upon current US Bakken developments, 
oil and gas sourced from thermally mature Bakken Shale is produced in economic quantities by fracture stimulation of horizontal wellbores drilled in 


the Middle Bakken Sand. Oil pools shaded in black; contours on Bakken Formation top at 50m intervals. 


: The two WaveForm Tableland wells drilled to date (3D14-1 1C14-12-1-1OW2; 4C14-20 1C14-29-1-19W2) have been 
drilled in the Middle Bakken Sand within five metres of the Upper Bakken Shale as shown in green in the Home et al 
Tableland 8-13-1-10W2 well (Figure 3). The fracture stimulation allows oil reservoirs in the high resistivity Upper Bakken 
_ shale (shaded in green, Figure 3) to flow into the horizontal wellbore. As can be seen in Figure 3, WaveForm recognizes 
a duplicate play in the Sanish Sand which is the Lower Bakken Shale stratigraphy beneath. Figure 4 illustrates the 
consistent Bakken stratigraphy in the Camp Davis State 1-16 well drilled 25 kilometres to the south in Divide County, 
North Dakota. The Camp Davis 1-16 well was completed in 1995 as a vertical Middle Bakken Sand producer and 
continues to produces with cumulative production of just over 50,000 bbls. US operators are actively exploring for 
Bakken oil proximal to the Camp Davis 1-16 well using similar horizontal drilling technology. 


The Elm Coulee pool in Montana is the best analog to other Bakken developments in mature oil-bearing shales in the 
Williston Basin. Elm Coulee wells typically have initial production rates of 500 to 800 bbls/d, with exceptional rates 
upwards of 1,200 bbls/d from dual leg completions. Over the initial year of production, a typical Elm Coulee well 
declines to approximately 250 bbls/d, with little to no associated water production. Although further production data is 
required to determine absolute recoverable oil volumes from these wells, current estimates predict that one section of land 
will have ultimate recoveries of between 700,000 bbls and 900,000 bbls from the Bakken sand and shale. 
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Figure 3: log profile of Home Tableland 08-13- 
01-10W2 well from within the Tableland region 
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represents the sand shaded in green. The Upper 
Bakken Shale lies directly upon the Middle Bakken 


Sand and has high resistivity oil saturation as shown 
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by the darker green shading. 
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Figure 4: Log profile of Camp Davis State 1-16 


Bakken oil well drilled in 1995 approximately 25km 


south of the WaveForm Tableland prospect in Divide 


County, North Dakota. Note the similar stratigraphy 


10 100 100 10 to that shown in the Home et al Tableland 8-13 well 
GR Laterlog GR CND % 
(Figure 3) with high resistivity oil-saturated shale in the 
Upper and Lower Bakken. The Middle Bakken Sand 
was perforated in 1995 for oil production and to 


date, over 50,000 bbls have been produced. 
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This high resistivity envelope in the Upper Bakken Shale covers a significant area within the Tableland area (specifically, 
through Township 1-3, range 8-11W2 (Figure 2), and when combined with the presence of the Middle Bakken Sand, 
defines the "sweet spot" for exploration of the Bakken Formation within Canada. All of the land that WaveForm holds 
currently lies within this exploration "sweet spot." 


MULTIZONE POTENTIAL WITHIN THE WILLISTON BASIN 


The southeast Saskatchewan portion of the Williston Basin not only holds great potential for the up and coming Bakken 
horizontal play, but also for other shallower horizons, including but not limited to, the upper Mississippian Ratcliffe, 
Midale and Frobisher formations. Reservoir quality intervals are commonly present within these formations throughout 
WaveForm’s focus area, making them high potential secondary targets. All of these formations will be penetrated with 
each Bakken well that WaveForm drills. Hydrocarbon-bearing, vertical wells producing from these upper Mississippian 
intervals are capable of producing a total of 150,000 bbls or more over their lifespan. Vertical wells typically average 
20 to 40 bbls/d, making these zones a prime candidate for further utilization of horizontal drilling techniques within the 
southeast Saskatchewan Tableland area. 


Substantial pools producing from both the Midale and Frobisher formations, and to a lesser extent the Ratcliffe Formation, 
are present in and around the Weyburn/Estevan area. As WaveForm continues its Bakken Formation drilling program 
within its core area, these zones will be continually evaluated and tested. 


In addition to the secondary zones that will be encountered while drilling down to the depth of the Bakken Formation, 
other deeper formations have also proven to be significant producers within the Williston Basin of southeast 
Saskatchewan. Primarily these formations are, from shallowest to deepest, the Birdbear, Duperow, Winnipegosis and 
Yeoman formations. Once WaveForm has established a steady rate of production, and therefore a steady cash flow, 
these deeper formations will be investigated. 
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Jpper Bakken Shale covers a 
signiticant area within the Tableland 
area and when combined with the 
presence of the Middle Bakken 


Sand, defines the "sweet spot" for 
exploration of the Bakken Formation 
within Canada. All of the land that 


WaveForm holds currently lies within 


this exploration "sweet spot". 


MANAGEMENT'S DISCUSSION & ANALYSIS 


The following management's discussion and analysis (“MD&A”) for WaveForm Energy Ltd. (”WaveForm” or the “Company”), prepared as at 
April 14, 2005 has been prepared to analyze for its shareholders, 2004 operating results and to discuss the Company's future opportunities. 
The MD&A should be read in conjunction with the audited financial statements for the period ended December 31, 2004. The financial 
statements, and extracts of those statements provided within this MD&A, were prepared in Canadian dollars, and are in accordance with 
Canadian Generally Accepted Accounting Principles (“GAAP”). Certain other information with respect to the Company is available on 
SEDAR, at www.sedar.com. 


By its nature, MD&A requires the presentation of certain forward looking financial and operational information that involves known and 
unknown risks and uncertainties, some of which are beyond WaveForm’s control. These include, but are not limited to, general economic 
conditions, volatility of commodity prices, currency fluctuations, imprecision of reserve estimates, environmental risks, government regulations, 
stock market volatility, and competition from other producers. Although assumptions used in the preparation of forward looking information 
are considered reasonable by management at the time, actual results could differ materially from those contained in such forward looking 
information. 


The management's discussion and analysis may contain the term “cash flow from operations”, which should not be considered an alternative 
to, or more meaningful than, cash flow from operating activities as determined in accordance with GAAP as an indicator of the Company's 
performance. WaveForm’s determination of “cash flow from operations” may not be comparable to that reported by other companies. The 
reconciliation between net income and “cash flow from operations” can be found in the consolidated statements of cash flows. The Company 
also presents cash flow from operations per share whereby per share amounts are calculated using weighted average shares outstanding 
consistent with the calculation of income per share. 


For the purposes of calculating unit costs, natural gas has been converted to a barrel of oil equivalent (“boe”) using a conversion rate of six 
thousand cubic feet equal to one barrel (“6:1”). This conversion is based upon energy equivalence at the burner tip and does not represent 
a value equivalency at the well head. 


CORPORATE DEVELOPMENT 


At the beginning of 2004, WaveForm was a recently formed petroleum and natural gas company that was operating as WaveForm Energy 
Limited Partnership 1 (“the Partnership”), and WaveForm License Holdings Inc. The initial business opportunity related to an exploration 
technology called Event Resolution Imaging (“ERI”) which was initially licensed on December 20, 2003, and was held in WaveForm License 
Holdings Inc. In March of 2004, WaveForm became aware of an exploration prospect in the Tableland area of southeastern Saskatchewan. 
On July 26, 2004 the Partnership entered into a joint venture agreement to obtain pre-owned lands, and to acquire additional lands in the 
area, of which WaveForm would own 65 percent, and would operate the joint venture lands. Throughout 2004 the Partnership had raised 
gross proceeds of $4,000,000 from the sale of partnership units. It became clear to the management team that the company would require 
additional resources to adequately develop the land acreage it had acquired. Therefore, in September of 2004 WaveForm initiated its 
initial public offering to obtain the necessary capital, and Waveform Energy Ltd. was created through a name change of Waveform License 
Holdings Inc. Throughout the fourth quarter of 2004 the Company recruited the necessary team to explore and develop the land base, and 
acquired additional lands in the area. On December 22, 2004 management had the first closing on the initial public offering, and the net 
assets of the Partnership were acquired by WaveForm, as described in the Asset Acquisition section of the MD&A and in Note 3 of the 
financial statements. Upon final closing of the initial public offering, the financing was over allotted raising gross proceeds of $10,632,000. 
At the end of 2004, WaveForm had the people, the technology, the land base, and the capital to effectively begin the exploration and 
development of its core area in Tableland. 


During the first quarter of 2005, WaveForm drilled two wells into the Upper Bakken Formation on its southeast Saskatchewan properties. Both 
wells have been logged and tested with initial results corresponding to those anticipated by WaveForm. The drilling and initial completion 
data gathered to date from the two wells will significantly improve the effectiveness of the fracture stimulation of the Bakken sand and shale. 
The oil produced during the testing was light, sweet crude with an API of 42.5°. WaveForm expects to fracture stimulate both wells in late 
April once the road bans attributed to spring break-up are lifted. 


The two wells had horizontal legs of 1200 and 1145 metres respectively, with both wells encountering oil saturated sandstone and siltstone 
throughout the drilling. The geological data gathered throughout the drilling process has been consistent with the Company's expectations, 
which are based on geological data from existing successful wells of this type in Richland County, Montana and North Dakota where 
operators have drilled over 150 successful horizontal Bakken wells. Waveform expects both wells will have significant production capability 
after the fracture stimulation but is uncertain at this time of specific production rates in this exploratory area. These two wells are the first step 


in WaveForm establishing the basis for a resource play on its properties. 
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As at December 31, 2004, WaveForm had not yet commenced drilling its first well, and therefore, did not have any reserves, or production 
from operations at that date. 


ASSET ACQUISITION 


At a meeting of the unitholders of the Partnership, which was held on November 29, 2004, the unitholders approved the sale of the net assets 
of the Partnership. On December 22, 2004, the net assets of the Partnership, consisting of cash, net working capital, and the southeastern 
Saskatchewan lands, were exchanged for 6,250,000 Class A Shares and 3,125,000 Warrants to acquire Class A voting shares at $1.25 
per share expiring six months following the exchange. Upon completion of the transaction, the WaveForm Partnership was wound up and 
dissolved with the WaveForm shares and warrants being distributed proportionally to the former Partnership owners. 


The acquisition has been recorded following the purchase method of accounting, at a total value of $2,902,061. The Partnership was a 
related company by virtue of having common officers, and a director, and the transaction has been recorded at the carrying value, which is 
the net book value of the net assets acquired. 


LICENSE FEE AND TECHNOLOGY LICENSE 


In September 2004, WaveForm acquired the exclusive Canadian license for a proprietary and patented technology for advanced 3D seismic 
imaging created in the United States by Seismic Insight. As a result, the Company holds an exclusive license for Canada for this technology 
which was purchased for $540,000 and the issuance of 2,382,000 Class A Shares at a deemed price of $0.20 per share, or $476,400. At 
December 31, 2004 a total of $160,000 is still payable in monthly installments of $20,000. The technology, which is titled Event Resolution 
Imaging (ERI), was developed by Dr. Daniel R. Cook, founder of Seismic Insight. Dr. Cook, who holds a Ph.D. in quantum mechanics and 
mathematical physics, developed the technology over a period of eight years. He has created sophisticated and powerful mathematical 
algorithms that are intended to be significantly more sensitive and precise than anything else available for the analysis and interpretation of 
seismic waves. A standard 3D seismic data set is reanalyzed and the technology learns from existing well information to produce a new map 
contrast image to further refine drilling targets with improved results. The technology lifts the seismic waves into a high dimensional feature 
space and analyzes attributes such as amplitude, frequency, phase, wavelength, space, shape, and the correlation of these attributes. The 
software then conducts a massive search to detect more minute details of the attributes. With this information it separates each waveform into 
a state which identifies the presence of either productive oil structures or non-producing structures. The technology therefore, provides a tool 
to analyze hundreds of square miles of 3D seismic in a short period of time and identify missed hydrocarbon pools and reservoirs. 


The Company intends to negotiate seismic review options with industry partners and intends to apply the technology over previously recorded 
and processed 3D seismic data. It is the Company’s belief that the technology has the capability of delineating missed pools and reservoirs. 
The license fee revenue was a fee paid by the Partnership prior to the acquisition of the net assets by WaveForm. Recurring license fee 
revenues from the seismic technology are not expected. 


GENERAL AND ADMINISTRATIVE COSTS 


The general and administrative costs are primarily from the fourth quarter of operations, with $53,637 being incurred during the first nine 
months of operations and $183,293 being incurred during the fourth quarter. The majority of the general and administrative costs in the 
fourth quarter relate to employee and management time related to the increased activity level in closing the asset acquisition, the management 
of the initial public offering and assembling a larger team to be prepared for the 2005 capital program. Management expects general and 
administrative costs to be approximately $800,000 during 2005. 


INCOME TAXES 


The Company had a loss from operations during 2004 as it had not yet commenced its capital program. The Company has a $545,000 future 
tax asset for accounting purposes, which is primarily the tax value of the non-capital losses and share issuance costs that are deductible in the 
future, but which have no corresponding value on the balance sheet. This asset has not been recorded as the Company has not yet achieved 
commercial production and the utilization of these losses is therefore uncertain. 


NET LOSS AND CASH FLOW USED IN OPERATIONS 


The net loss and the negative cash flow from operations are comprised of the general and administrative costs, offset by the one time license 
fee and residual interest income. The Company only had available the land acreage, and the capital on December 22, 2004. WaveForm’s 


first well was spud January 7, 2005 and management believes they will generate positive cash flows and operating results from the 2005 
capital program. : 


CAPITAL EXPENDITURES 


The capital expenditures include $1,798,739 paid for the lands during the asset acquisition and $52,796 paid in late December related to 


well planning and surface preparation of the well site. As the lands were acquired through the issuance of Class A shares and Warrants of 
Waveform this has been excluded from the Statement of Cash Flows. 


LIQUIDITY AND CAPITAL RESOURCES 


At December 31, 2004, the Company had $10,121,613 in cash and $9,866,323 in net working capital in which to fund the 2005 capital 
program. Management expects the 2005 capital program to consist of a minimum of 10 wells in the core area of Torquay-Tableland which 
will result in anticipated capital expenditures of approximately $17.5 million. Management also expects to finance the portion of the capital 


program which exceeds the existing working capital through cash flow from the production of the wells drilled early in the year, through the 
portion of the $3.9 million of warrant money that is exercised at $1.25 per share prior to expiry on June 22, 2005, and possibly through 
additional equity financing. The Company may also accelerate the 2005 capital program to include the drilling of the other zones on 
WaveForm’s lands which management believes have potential, as well as possibly running two drilling rigs through the summer and fall on 
the horizontal Bakken wells. These plans depend on the initial drilling success and the strength of the capital markets. 


EQUITY 


The Company issued 3,797,000 shares to officers, directors and employees of the Company at a price of $0.20 per Class A share. Of the 
total proceeds of $759,400 raised, a total of $589,950 was loaned back to the management team through the issuance of notes receivable. 
The notes bear interest at 5.25%, have specified terms of repayment and are secured by a personal guarantee of each individual. 


On December 15, 2004, the Company issued 2,382,000 shares to satisfy the obligation for the seismic technology license. The Class A 
shares were issued at a deemed price of $0.20 which was the exchange value of the obligation and is the same price used for the cash issue 
and the initial public offering. 


On December 22, 2004 the Company acquired the net assets of the Partnership as described above. The transaction was a related party 
transaction for accounting purposes and was recorded at the carrying value, which was the net book value of the assets of the Partnership 
on that date. Management believes the fair value of the assets would be similar or slightly higher than the net book value, as the land prices 
in the area have appreciated. 


On December 22, and December 31, 2004 the Company had two separate closings of its initial public offering. Under the initial public 
offering, the Company issued 10,632 units at a price of $1,000 per unit, for total gross proceeds of $10,632,000. Each unit consisted 
of 600 “flow-through” Class A shares at $0.20 per share, and 88 “flow-through” Class B shares at $10.00 per share. The Company is 
committed io spend 100% of the funds on qualifying exploratory and development expenditures. At December 31, 2004 in accordance 
with the terms of the share subscription agreements, the Corporation agreed to renounce for income tax purposes, $10,632,000 to holders 
of Class A and Class B shares. To December 31, 2004 the Company had incurred $52,796 in eligible expenditures and must incur an 
additional $10,579,204 prior to December 31, 2005. 


The company incurred a total of $1,352,736 in share issuance costs related to the above transactions. The majority of the fees related to 
an 8.5% agent's commission on the initial public offering totaling $903,720. The remaining costs consist of legal, accounting, and security 
commission and filing fees associated with the above transactions. Also included in the share issuance costs is $71,426 that is the fair value 
of the 903,720 agent's warrants, exercisable into one Class A share of WaveForm at $0.20 per share until December 31, 2005. The fair 
value of the warrants granted during the period was calculated using a Black-Scholes Option Pricing Model $0.079 and the assumptions used 
to calculate the value were a risk free rate of 4%, dividend yield of 0%, volatility factor of the market price of the Class A shares of 100%, 
and an expected life of one year. 


The authorized share capital consists of an unlimited number of Class A and B voting shares. The Class B shares are convertible into Class 
A shares based on a formula equal to $10 divided by the greater of $1 and the then market price of the Class A shares. The Class B shares 
are convertible at the option of the Corporation at any time after January 21, 2008 and before January 31, 2010. The Class B shares are 
convertible at the option of the shareholder, at any time after February 1, 2010 and before March 1, 2010. Any Class B shares not previously 
converted will automatically convert to Class A shares on March 1, 2010. 


CONTRACTUAL OBLIGATIONS 


The Company has entered into a lease for office space, as well as it leases office assets such as a photocopier and computers. The office 
lease is for a period of one year and shall automatically renew for an additional year unless 30 days notice is given prior to the renewal date. 
As the contract can be cancelled after one year, only the portion of the commitment that is currently binding has been shown in the financial 
statements. The monthly rental rate is $7,800 per month until June of 2005 when it increases to $14,300 per month for the remainder of = 
2005 and then the monthly rate increases by $500 each year which the contract is renewed. 


Commitments 


2005 $147,945 


2006 
2007 
2008 
2009 


RELATED PARTY TRANSACTIONS 


During the year the Corporation paid $110,000 for costs related to the initial public offering and the acquisition of assets to a legal firm of | 
which a director is a partner. The full amount is included in accounts payable at year-end and is included in the share issuance costs. Chap 


NEW ACCOUNTING POLICIES 


As this is the first year of operations the Company has adopted the current accounting policies under Canadian GAAP. 
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BUSINESS CONDITIONS AND RISKS 


The business of exploration, development and acquisition of oil and gas reserves involves a number of uncertainties and as a result, WaveForm 
is exposed to a number of risks inherent to the oil and gas industry. Operationally, WaveForm faces risks that are associated with finding, 
developing and producing oil and gas reserves. These include risks associated with governmental access regulations, cost and availability 
of third party services, environmental and safety concerns, and access to processing facilities. WaveForm is subject to financial risks due to 
fluctuating commodity prices, interest rates and the Canadian/US dollar exchange rate. WaveForm’s growth may be dependant on external 
sources of financing which may not be available on acceptable terms. 


WaveForm mitigates these risks through hiring a highly competent management team with significant experience in the oil and gas industry. 
The Company may enter into commodity or interest rate hedging strategies to protect certain levels of cash flow. In the field, WaveForm 
adheres to operational, safety and environmental standards that meet or exceed recognized levels. Finally, WaveForm maintains an insurance 
program consistent with industry practice to protect against destruction of assets, well blowouts, environmental problems and other business 
interruptions. 


PROPOSED TRANSACTIONS 


As of April 14, 2005, WaveForm is considering two separate joint venture proposals in which WaveForm will receive a carried interest in 
a minimum of one well, and possibly two wells, by giving up a working interest in a relatively small portion of its land base in southeast 
Saskatchewan. The joint ventures also anticipate the joint acquisition of additional lands, which will be expected to increase the overall 
net land position of the Company. WaveForm believes that the opportunities on its lands and additional prospective lands in the area have 
such potential that to adequately develop them over a reasonable period of time may require the Company to enter into some partnering 
arrangements. ; 


WaveForm has also obtained a 74 square mile 3D seismic survey in a prospective area in northwest Alberta, as part of an exploratory drilling 
joint venture. This 3D seismic survey has a market value of approximately $2,000,000 if obtained outside of the joint venture. WaveForm will 
use its proprietary seismic interpretation technology, which it holds the exclusive license for in Canada, to evaluate the best possible drilling 
locations and the overall potential of this area. The opportunities found from the technical analysis will then be drilled as a joint venture with 
the company that provided the 3D seismic and WaveForm. 


Both transactions are at a preliminary stage of negotiation, and although basic terms have been agreed upon, changes may be made, or the 
deals may not proceed based on the finalization of binding agreements. 


QUARTERLY INFORMATION 


| Quarter 1 | Quarter 2 | Quarter 3 Quarter 4 
| 


Revenue i Nil Nil 66,600 5,987 
General & Administrative a 1s bie Nil : PME peel Pi z SE Fouls i 183,293 
Tax Expense ce A | Nil) E Nil 2,304 (2,334) 
Net Income (Loss Nil 22 10,651 174,972 


Operational activity occurred in the Partnership throughout most of 2004. During the late stages of the third quarter, and the fourth quarter 
WaveForm became an operational entity as it began working on the initial public offering and the acquisition of the net assets of the 
Partnership. The quarterly data does not represent the expected future activity as the Company began operations late in the year and had not 
yet begun its capital program. 
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MANAGEMENT'S REPORT 


The accompanying financial statements of Waveform Energy Ltd. and all other financial and operating information contained in this 
annual report are the responsibility of management. The financial statements have been prepared in accordance with accounting policies 
detailed in the notes to the financial statements and in accordance with Canadian generally accepted accounting principles. In the opinion 
of management, the financial statements have been prepared within acceptable limits of materiality and, when necessary, management 
has made informed judgments and estimates. Management has determined such amounts on a reasonable basis in order to ensure that 
the financial statements are presented fairly, in all material respects. Financial information presented elsewhere in this annual report has 
been prepared on a basis consistent with that in the financial statements. 


The systems of internal control have been designed and maintained to provide reasonable assurance that assets are properly safeguarded 
and that the financial records are sufficiently well maintained to provide relevant, timely and reliable information to management. 


External auditors, appointed by the shareholders, have independently examined the financial statements. They have performed such tests 
as they deemed necessary to enable them to express an opinion on these financial statements. 


An Audit Committee of the Board of Directors, comprised of non-management Directors, has reviewed these financial statements with 
management and the external auditors. The Board of Directors has approved the financial statements on the recommendation of the Audit 
Committee. 


ee 7. Sas Pe 


Donald K. Rae Daniel R. Hay 
President & CEO Vice-President, Finance & CFO 
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AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have audited the balance sheet of WaveForm Energy Ltd. as at December 31, 2004 and the statements of operations and deficit 
and cash flows for the period from incorporation on December 19, 2003 to December 31, 2004. These financial statements are the 
responsibility of the Corporation’s management. Our responsibility is to express an opinion on these financial statements based on our 
audit. 


We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we 
plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the Corporation as at 
December 31, 2004 and the results of its operations and its cash flows for the period from incorporation on December 19, 2003 to 
December 31, 2004 in accordance with Canadian generally accepted accounting principles. 


KPMG Ue 


Chartered Accountants 
Calgary, Canada 
April 14, 2005 


WAVEFORM ENERGY ANNUAL REPORT 2004 


WAVEFORM ENERGY LTD. 


BALANCE SHEET 


December 31, 2004 


ASSETS 
Current assets: 


Cash and cash equivalents 


Accounts receivable 


Prepaid expenses 


Property and-equipment (note 4) 


Technology license (note 5) 


Notes receivable (note 6) 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 


Accounts payable and accrued liabilities 


Obligation under license agreement (note 5) 


SHAREHOLDERS’ EQUITY 
Share capital (note 8) 


Contributed surplus (note 8e) 


Deficit 


Commitments (note 9) 


Subsequent event (note 8g) 


See accompanying notes to financial statements. 


Approved by the Board, 


eta) 2 


Donald K. Rae 


Brian D. Fraser 


$10,121,613 
§,000 
10,392,506 
1,851,535 
589,950 
$13,850,391 } 


$366,183 


13,417,125 
71,426 


(164,343) 
13,324,208 


$13,850,391 


WAVEFORM ENERGY LTD. 


STATEMENT OF OPERATIONS AND DEFICIT 


From period of inception December 19, 2003 to December 31, 2004 


REVENUE ; 7 : ee 
License fee $66,600 


Interest and other income 


EXPENSES 


General and administrative | 236,930 
Net loss and deficit, end of period (164,343) 


Loss per share — basic and diluted (note 8f) 


See accompanying notes to financial statements. 
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WAVEFORM ENERGY LTD. 


STATEMENT OF CASH FLOWS 


From period of inception December 19, 2003 to December 31, 2004 


CASH PROVIDED BY (USED IN): 
Net loss $(164,343) 


Change in non-cash working capital 


FINANCING 


Issue of share-capital $11,391,400 
Share issue costs (1,281,310) 
Issue of notes receivable (589,950) 


Change in non-cash working capital 268,548 
9,788,688 

INVESTMENTS 
Technology license 
Acquisition of property and equipment (52,796) 
Cash acquired in the acquisition (note 3) 
Change in non-cash working capital 648,222 
401,464 
Increase in cash and cash equivalents, end of period $10,121,613 


Cash and cash equivalents consists of: oe 
Term deposits $9,005,967 


Bank balances - 1,115,646 
10,121,613 


See accompanying notes to financial statements. 


1. NATURE OF BUSINESS 


WaveForm Energy Ltd. (the “Corporation”) was incorporated under the laws of the Province of Alberta on December 19, 2003 as WaveForm 
License Holdings Inc. On December 22, 2004 the Corporation name was changed to WaveForm Energy Ltd. 


The Corporation is in the exploration for and development of petroleum and natural gas properties in Western Canada and commenced 
drilling operations subsequent to year end. The Corporation will require successful drilling operations, or acquisition of producing properties 
in order to finance ongoing operations. 


2. SIGNIFICANT ACCOUNTING POLICIES 


The financial statements have been prepared by management in accordance with Canadian generally accepted accounting principles, and 
have, in management's opinion, been properly prepared within reasonable limits of materiality and within the framework of the accounting 
policies summarized below: 


(a) Joint operations 
A significant portion of the Corporations exploration, development and production activities may be conducted jointly with others and 
accordingly, the Corporation will reflect its proportionate interest in such activities. 


(b) Cash and cash equivalents 
Cash and cash equivalents are comprised of cash and investments with an original maturity date of three months or less. 


(c) Technology license 
The Corporation holds a perpetual license to use seismic technology the cost of which will be amortized over a five year period 
commencing at the point of initial use, which occurred in March of 2005. 


(d) Petroleum and natural gas properties 

The Corporation follows the full cost method of accounting for petroleum and natural gas operations. All costs of exploring for and 
developing petroleum and natural gas properties and related reserves are capitalized. Such costs include lease acquisition, geological 
and geophysical activities, lease rentals on non-producing properties, drilling of productive and non-productive wells, tangible production 
equipment, and that portion of overhead costs directly attributable to exploration and development activities. Gains or losses on 
disposition of petroleum and natural gas properties are not recognized unless crediting the proceeds against the accumulated costs results 
in a change in the rate of depletion by 20 percent or more. 


Costs of acquiring unproved properties are initially excluded from the full cost pool and are assessed periodically to ascertain whether 
impairment has occurred. When proved reserves are assigned to a property or a property is considered to be impaired, the cost of the 
property or the amount of impairment is added to full cost pool. Depletion of petroleum and natural gas properties and depreciation of 
production equipment are calculated using the unitof production method based upon estimated proved reserves, before royalties, as 
determined by an independent engineer. For purposes of the calculation, natural gas reserves and production are converted to equivalent 
volumes of petroleum based upon relative energy content, where 6 mcf of natural gas is equivalent to 1 barrel of oil. 


The Corporation applies a cost recovery impairment test to capitalized costs to ensure they do not exceed the costs of unproved 
properties plus undiscounted future net revenues from production of proved petroleum and natural gas reserves. Future net revenues are 
estimated using expected future product prices and costs, less asset retirement obligations. When the carrying value of capitalized costs is 
determined to be not recoverable, an impairment loss is recognized as increased depletion and depreciation in the period. The carrying 
value of capitalized costs is reduced to the value of discounted future net revenues from production of proved and probable reserves plus 
the cost of unproved properties net of any impairment allowance. 


Office equipment is recorded at cost and depreciated using the declining balance method at a rate of 30% per year. 


(e) Asset retirement obligations , 
The Corporation will have obligations to retire petroleum and natural gas assets and restore land to its original state at the end of the 


assets useful lives upon abandonment. Expected future asset retirement costs, discounted at the Corporation’s credit adjusted risk-free 
rate, will be recorded as liabilities and will increase the carrying value of petroleum and natural gas assets. Costs will be estimated by 
management based on current regulations, technology and industry standards. The assets will be subject to depletion and depreciation 


and the liabilities increased as accretion expense is recognized over time. 
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(f] Income taxes 

The Corporation uses the liability method of tax allocation accounting. Temporary differences arising from the differences between the tax 
basis of an asset or liability and the carrying amount on the balance sheet are used to calculate future income taxes or liabilities. Future 
income tax assets or liabilities are calculated using tax rates anticipated to apply in the periods that the temporary differences are expected 
fo reverse. 


(g) Flow-through shares 

In accordance with tax legislation, the Corporation renounces deductions related to resource expenditures to the extent they have been 
financed through the issuance of flow-through shares. Future tax liabilities and share capital are adjusted by the estimated cost of the 
renounced tax deductions upon renouncement. 


(h) Stock-based compensation plans 

The Corporation has a stock option plan for its directors and employees, and has issued warrants to Agent's. The fair value of options and 
warrants granted, are estimated using the Black-Scholes valuation model, is measured at the date of grant and charged to earnings over 
the vesting period with a corresponding increase in contributed surplus. Consideration paid to the Corporation on the exercise of stock 
options or warrants is credited to share capital. 


(i) Measurement uncertainty 

The amounts recorded for depletion, depreciation and amortization of petroleum and natural gas properties and equipment and the 
provision for future asset retirement obligations will be based on estimates. The impairment test is based on estimates of proved reserves, 
production rates, oil and gas prices, future prices and costs and other relevant assumptions. Computation of stock-based compensation 
expense includes estimates of future stock price volatility and dividend policies. By their nature, these estimates are subject to measurement 
uncertainty and the effect on the financial statements of changes in such estimates in future periods could be significant. 


(j) Per share amounts 

Basic per share amounts are computed using the weighted average number of Class A shares outstanding during the period. Diluted 
per share amounts are calculated using the treasury stock method, which assumes that any proceeds from the exercise of stock options, 
and warrants in addition to the unrecognized amount of stock-based compensation expense are used to purchase Class A shares of the 
Company at the average market price during the reporting period. The weighted average number of shares outstanding is then adjusted 
by the net change. 


(k) Financial instruments 

Financial instruments recognized on the balance sheet include cash and cash equivalents, accounts receivable, prepaid expenses, notes 
receivable, accounts payable and accrued liabilities, and obligations under license agreement. At December 31, 2004, there are no 
significant differences between the carrying amounts reported on the balance sheet and their estimated fair values. 


(I) Revenue recognition 
Revenue from the sale of petroleum and natural gas is recognized during the month when title passes to an external party. 


3. ASSET ACQUISITION 


On December 22, 2004, the Corporation acquired all of the net assets of the WaveForm Energy Limited Partnership 1 (“the Partnership”). 
The consideration for the net assets was the issuance of 6,250,000 Class A voting shares of the Corporation and 3,125,000 warrants to 
acquire Class A voting shares at $1.25 per share expiring six months following the exchange. The acquisition has been recorded following 
the purchase method of accounting, at a total value of $2,902,061. The Partnership was a related company by virtue of having common 
officers, and the transaction has been recorded at the carrying value, which is the net book value of the net assets acquired. 


Net assets acquired: 
Cost ALS Wis vee 
Amount due from the corporation _ 
Working capital 
Property and equipment 


118,422 
1,798,739 
2,902,061 


The net assets of the Partnership consisted of undeveloped land, office equipment, and working capital. The amount due from Waveform was 
non-interest bearing, unsecured and eliminated upon acquisition of the Partnership net assets. 


Subsequent to year end, a total of 196,750 warrants have been exercised. 


4, PROPERTY AND EQUIPMENT 


Accumulated Net BookValue 
Depreciation 


Petroleum and natural gas properties ipeASroew2 : 1,845,532 


Office equipment ae ~ 6003! i 6.003 
1:85:14535 i eet eee 1,851,535 


The Corporation acquired the petroleum and natural gas properties close to year-end and drilling operations commenced in early January. As 
a result, the full amount of the petroleum and natural gas properties has been excluded from the depletion calculation. 


5. TECHNOLOGY LICENSE 


By initial Licensing and Technology Use Agreement dated December 20, 2003 and its amendment dated September 30, 2004 (the 
“Agreement’) the Corporation acquired an exclusive Canadian license for proprietary 3D seismic imaging from Seismic Insight Inc. ("SII"). 
Consideration for the license is $300,000, $240,000 payable in 12 monthly installments which commenced in September 2004 and the 
issuance of 2,382,000 shares which occurred December 15, 2004. The acquisition has been recorded at exchange amount of $1,016,400 
consisting of the payments aggregating $540,000 and the issuance of shares at an ascribed value of $0.20 per share, or $476,400. At 
December 31, 2004 the obligation under license agreement includes $160,000 for the remaining monthly payments. 


In accordance with the terms of the Agreement, SII has the right to reduce the exclusive right to non-exclusive if there is a change of control 
of the Corporation. 


6. NOTES RECEIVABLE 


The notes receivables were issued to officers and directors of the Corporation to purchase Class A shares (Note 8b). The notes bear interest 
at 5.25% and are secured by the shares of the Corporation, and by personal guarantees of the individual. The Corporation is entitled to 
demand payment by giving 60 days notice. If the loans are not demanded, the outstanding balances are to be repaid on December 1* of 
each year where 10% is due in 2005, 20% in 2006, 30% in 2007 and 40% in 2008. If the borrower sells any shares of the Corporation, 
50% of the proceeds of the sale will be applied to the note. 


7. FUTURE INCOME TAXES 


The provision for income taxes in the financial statements differs from the result which would be obtained by applying the federal and 
provincial tax rate to the Corporation’s earnings before income taxes. This difference results from the following items: 


Net loss before income taxes 


$(164,343 


Combined federal and provincial tax rate 


Computed “expected” income tax expense 


64,000 


Increase resulting from: 


Non-deductible items 


2,000 


Resource allowance 


17,000 


Share issuance costs 


(oe) 
S 
os 


100,000 


Valuation allowance 


Future income tax recover 


The components of the Corporation's net future income tax asset are as follows: 


145,000 


Property, and equipment oleae me E Pea PRO) 


Share issuance costs 


400,000 


Non-Capital losses 


143,000 


Valuation allowance : (545,000) 
Net future income tax asset : 


The Corporation has not recorded the future income tax asset or the future income tax recovery at December 31, 2004 as it does not yet have 


production, and the usage of the tax benefits is uncertain. 


8. SHARE CAPITAL 
(a) Authorized: 


The authorized share capital consists of an unlimited number of Class A and B voting shares. The Class B shares are convertible into 
Class A shares based on a formula equal to $10 divided by the greater of $1 and the then market price of the Class A shares. The Class 
B shares are convertible at the option of the Corporation at any time after January 21, 2008 and before January 31, 2010. The Class 
B shares are convertible at the option of the shareholder, at any time after February 1, 2010 and before March 1, 2010. Any Class B 
shares not previously converted will automatically convert to Class A shares on March 1, 2010. 


(b) Issued and outstanding: 


Number of Shares | Amount 


Class A Shares eae. Se eS ee 
Issued for cash (note 8c} ; oe 3 777,000 ____ $759,400 
Issued for technology license (note 5} ee 25382 (0001 ee 7 6400 
Issued to acquire assets (note 3) +— : 4 eee i=} 4 
Issued on initial public offering (note 8d) 
< : : 18,808,200) | 5 413,701 
Class B Shares i " 
Issued on initial public offerin 935,616 9,356,160 
Less: Share issue costs 1,352,736 
eZ NS) 


(c) Issued for cash: 


The Corporation issued 3,797,000 Class A shares to certain officer, directors, and employees for consideration of $759,400. Loans were 
issued to certain officers, and directors in the amount of $589,950 (note 6), resulting in net proceeds to the Corporation of $169,450. 
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(d) Issued on initial public offering: 

Under the initial public offering, the Corporation issued 10,632 units at a price of $1,000 per unit, for total gross proceeds of 
$10,632,000. Each unit consisted of 600 “flow-through” Class A shares at $0.20 per share, and 88 “flow-through” Class B shares at 
$10.00 per share. 


The Corporation is committed to spend 100% of the funds on qualifying exploratory and development expenditures. 
At December 31, 2004 in accordance with the terms of the share subscription agreements, the corporation agreed to 
renounced for income tax purposes, $10,632,000 to holders of Class A and Class B shares. To December 31, 2004 
the Company had incurred $52,796 in eligible expenditures and must incur an additional $10,579,204 prior to 
December 31, 2005. 


(e) Agent's warrants: 
Under the terms of the Agency agreement related to the initial public offering, the agent received 903,720 warrants exercisable into one 
Class A share, until December 31, 2005, at an exercise price of $0.20 per share. 


The fair value of the warrants granted during the period was calculated using a Black-Scholes Option Pricing Model and the total value 
was $71,426, or $0.079 per warrant. The assumptions used to calculate the value were: risk free rate of 4%, dividend yield of 0%, 
volatility factor of the market price of the Class A shares of 100%, and an expected life of 1 year. The value of the warrants was recorded 
as a share issuance cost, with an offsetting amount to contributed surplus. 


(f) Loss per share: 
The weighted average number of Class A shares outstanding during the period was 1,091,474. The Corporation is in a loss position so 
any conversion of Class B shares, or warrants would be anti-dilutive to the loss per share. 


(g) Stock option plan: 

The Corporation has a stock option plan for employees, consultants, officers and directors. The Corporation may grant up to 10% of the 
aggregate number of Class A and Class B shares outstanding and no one optionee is permitted to hold more than 5% of the total Class 
A and B shares outstanding. The options vest one third immediately and one third on the first and second anniversary dates of the grant 
and expire in five years from the date of grant. 


On January 7, 2005 the corporation granted management, employees, and directors a total of 1,720,000 options to purchase Class 
A shares at an exercise price of $0.40 per share. On February 1, 2005 the Corporation granted an additional 100,000 options at an 
exercise price of $1.40. 


(h) Escrowed shares 

Pursuant to an Escrow Agreement dated October 28, 2004 a total of 6,178,867 Class A shares of certain officers, directors, employees, 
and principal shareholders are being held in escrow. On January 7, 2005 when the shares of the Corporation were listed on the TSX 
Venture Exchange, 10% of the escrowed shares were released. The remaining 90% will be released in 15% increments during consecutive 
6 month periods following the listing. 


9. COMMITMENTS 


The Corporation has the following office rental and lease commitments: 


10. RELATED PARTY TRANSACTIONS 


During the year the Corporation paid $110,000 for costs related to the initial public offering and the acquisition of assets, to a legal firm to 
which a director is a partner. The full amount is included in accounts payable at year-end. 


ABBREVIATIONS 


bbls barrels 

bbls/d barrels per day 

bcf billion cubic feet 

boe barrels of oil equivalent of natural gas 
(on the basis of 1 boe for 6 mcf of natural gas) 

boe/d barrels of oil equivalent per day 

Gj gigajoules 

mbbls thousand barrels 

mboe thousand barrels of oil equivalent 

mcf thousand cubic feet 

mef/d thousand cubic feet per day 

mmbtu million British thermal units 

mstb thousand stock tank barrels 

NGLs Natural Gas Liquids 

stb standard stock tank barrel 

mcf thousand cubic feet 

mef/d thousand cubic feet per day 

mmcf million cubic feet 


mmcf/d million cubic feet per day 
WTI West Texas Intermediate 
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WaveForm Energy Inc. 
Suite 3000, 150 - 6th Ave S.W. 
Calgary, Alberta T2P 3Y7 
Phone: 403-538-2121 Fax: 403-538-2122 
E-mail: info@waveformenergy.com 


www.waveformenergy.com 


